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Summary 



The Energy Information Administration (EIA), in the Annual Energy Outlook 2004 
(AEO), projects increased demand for imported natural gas through 2025. The AEO 
reference case forecast assumes a natural gas pipeline will begin delivering Alaskan 
natural gas to the lower 48 state consuming markets in 2018. H.R. 6, the omnibus 
energy bill, contains provisions to enhance the future supply of natural gas through 
construction of a pipeline. 

This report examines the effects of an Alaska natural gas pipeline on the U.S. 
current account balance. The EIA finds that if the pipeline is not constructed, natural 
gas prices will increase, markets will adjust, and imports of natural gas will increase. 
However, due to price induced market adjustments, the increase in imports is projected 
to be less than the gas volume lost from the lack of pipeline construction. As a result, 
if no pipeline is constructed, the effect on the current account balance will be less than 
the value of the amount of gas that was projected to be delivered through a pipeline. 
This report will not be updated. 



Background 

This report examines the policy implications for the U.S. current account balance of 
the construction of natural gas pipeline from Alaska to the lower 48 states. The 108 lh 
Congress has included in H.R. 6, the omnibus energy bill, provisions which provide 
incentives for the construction of an Alaska natural gas pipeline. A pipeline would link 
currently unavailable Alaskan gas supplies to the consuming market. This report analyzes 
the possible expansion or contraction of natural gas imports as a result of constructing, 
or not constructing, an Alaskan pipeline, within the framework of the National Energy 
Modeling System (NEMS). 1 NEMS is used by the EIA as a tool to forecast future energy 



1 For a full description of the structure and use of NEMS, see: Energy Information 
Administration, “The National Energy Modeling System: An Overview 2003.” March 2003. 
pp.1-73. 
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trends as included in the AEO. 2 Recently, the EIA has published analyses of a variety of 
restricted natural gas supply scenarios including the non-availability of an Alaska natural 
gas pipeline. 3 

Market Forecast 

The AEO reference case forecast is the EIA’ s baseline estimate of the state of energy 
markets in the out years to 2025. 4 The reference case forecast projects natural gas prices 
to be high enough after 2009 to begin construction of an Alaska natural gas pipeline. 5 In 
the forecast, natural gas deliveries come on stream from a pipeline in 2018 with full 
capacity deliveries becoming available near the end of the forecast period, in 2024. If 
policy based incentives to construct a pipeline become available, it is possible that a 
pipeline might be constructed sooner than in the AEO reference case altering the results 
presented in this report. As a result of the construction and delivery time line assumed 
in the reference case, the forecasts with and without the construction of a pipeline are 
virtually identical until 2018. This report will examine differences in the forecasts for the 
years 2020 and 2025. 6 

To focus on the international trade effects of the pipeline, likely variations in the 
current account balance in 2020 and 2025 will be calculated. The current account balance 
is a basic measure of a nation’s foreign trade position and is defined as the nation’s 
exports of goods and services minus the nation’s imports of goods and services. When 
a nation’s exports exceed its imports, the country has a current account surplus. When 
a nation’s imports exceed its exports, the nation has a current account deficit. The EIA 
forecasts do not include estimates of the cost of constructing the pipeline, or any trade 
effects that might come about as a result of sourcing decisions for the steel and other 
goods and services used in the construction process. The current account balance effects 
described in this report are limited to the natural gas that a pipeline would deliver to the 
market. 

Current Account Effects 

In the AEO reference case, an Alaska natural gas pipeline is expected to deliver 
approximately 2 trillion cubic feet (tcf), about 7% of yearly consumption, of gas per year 



2 Energy Information Administration, “Annual Energy Outlook 2004 With Projections to 2025.” 
January 2004. 

3 Energy Information Administration, “Analysis of Restricted Natural Gas Supply Cases.” 
February, 2004. 

4 The AEO forecast is not a prediction of what will happen in the future, rather, it is a projection 
of what could happen if policies and trends in place today remained in effect and if no additional 
policies or trends affected outcomes. 

5 While the AEO reference case assumes that a natural gas pipeline will begin construction in 
2009 and come on stream in 2018, this assumption is based solely on private sector economic 
decisions. Because there is no policy in place as of January 2004 to provide incentives to 
construct a pipeline the forecast does not include public incentives to construct a pipeline. 

6 Gas volume data is expressed in trillion cubic feet (tcf) and prices are expressed in 2002 dollars 
to control for estimated inflation. 




